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April 2013 
 

Change is Coming 
 
First Quarter 2013 
 
The first quarter of 2013 was very strong for 
equities but negative for fixed income securities. 
The stock market virtually roared during this 
quarter. As the quarter began, the federal 
government put to bed a new tax policy that 
impacted the wealthy of the country, but also 
punished all workers who pay into Social Security 
and Medicare. The increase in the payroll tax was 
2%, and early in the quarter appeared to have no 
impact on consumer spending. By mid-March, the 
impact of the increase in consumer credit and the 
reduction of pay were dragging on retail sales. The 
S&P, which began the quarter at 1426, ended the 
quarter at 1569, up 143 points or 10%. During this 
period, the Federal Reserve continued to purchase 
more than $80 billion in bonds each month to 
enhance liquidity, the Labor Bureau reported 
slowing job growth, Congress raised the debt 
ceiling and allowed sequestering to occur. The 
impact of sequestering will likely take time to be 
felt in the overall economy. Bit by bit, the 
government will reduce hiring, reduce hours for its 
workers, and reduce or eliminate new purchases. 
This is the first significant reduction in 
government spending in years. Hopefully, between 
March, when the sequestering took place, and 
September, the end of the government’s fiscal 
year, a more balanced approach will be reached. 
More about this later.      
 
The Quarter’s Economic Results 
 
The economic results of the quarter do not appear 
to match up to the stock market’s results. 
Consumer spending decreased, new job formation 
dropped and new jobless figures remained 
basically unchanged. The good news is that 

existing home sales increased and prices rose 
significantly in February. New home construction 
and sales were also up. Earnings results for many 
large stocks did not meet analysts’ expectations in 
the quarter and have had a dampening effect on the 
market in April. While the economy in the U.S. 
was growing, many of our trading partners were 
having little or no growth. China, while growing, 
showed growth of only single digits. This rate of 
growth is insufficient to power their economy at 
the rate needed to keep the population satisfied 
with their progress.     
 
 Looking Forward Short Term 
 
At present, the U.S. economy is facing some 
serious headwinds. With the 2% payroll tax 
impacting retail sales, companies like Wal-Mart, 
Macy’s and Sears are seeing earnings drop and are 
reducing workers’ hours. Exports are being hurt as 
Europe is making fewer capital purchases and not 
buying as much from U.S. manufacturers. As 
China and other parts of Asia have slowed down, 
U.S. exports have been reduced.  
 
Finally, the impact of sequestering by the federal 
government is just getting under way. This may be 
the most harmful event to the economy. As the 
hours of many federal workers are reduced, fewer 
people are hired and less money is spent with third 
party providers, the economy will reflect a slow 
down. It will likely mean a further drop in retail 
sales, fewer new jobs created by business and 
more workers unemployed. If these occur, then the 
Federal Reserve will be likely to continue their 
liquidity offensive by buying more bonds and 
keeping interest rates low.  
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Dealing with the Sequester 
 
Congress and the President need to deal with the 
sequester. To President Obama’s credit, on April 
10th he delivered his budget following the House 
and Senate proposals. He explicitly put Social 
Security on the table and indicated a willingness to 
make Medicare beneficiaries pay more. He is the 
first President that I am aware of who has been 
willing to address the real culprits of the long-term 
domestic spending crisis. Entitlement programs 
cannot continue as they are now. President Obama 
is the only elected official who can take a political 
risk with Social Security, Medicare and Medicaid. 
He is a Democrat, has four years left in office, 
cannot run for office again and is willing to 
address real long term issues. I’m with him on this 
agenda! What he has presented, in all likelihood 
will not become law; but he has opened a door that 
has been closed for too long! Let’s see if his own 
party and the Republicans have sense enough to 
work together and bring cost reducing reform to 
the entitlement programs, so that they remain for 
our children and grandchildren. 
 
Long Term Growth 
 
All of the above are current issues that are on the 
front burner and need to be addressed. The longer-
term picture is quite a bit different. I think the 
United States is poised to have a major period of 
growth and advancement. We take for granted our 
political stability, high productivity, excellent 
quality, and abundant natural gas. The value of 
natural gas availability is only now coming into 
focus. 
 
I’d like you to think like a manufacturer. You are 
going to build a new plant to make widgets. The 
plant will likely last about 30 years with updates 
every 10 years. Much of the work at the new plant 
will be done by robotics, with the workers in the 
plant needing high levels of skills. Your product 

needs to maintain consistent quality. You are also 
thinking about the value of the currency where 
your plant will be located. Because you will be 
manufacturing, a very important element is the 
cost of energy to run your plant. Finally, you want 
to have some degree of certainty that the political 
climate will remain unchanged. Given all of the 
above, which is being considered by manufacturers 
all over the world right now, in which country 
would you choose to build your plant? I believe 
that manufacturing in the U.S. will see major 
growth in the next 10 years. This will provide jobs, 
technological breakthroughs and a resilient 
economy. It will be a good time to be an equity 
investor. 
 
Conclusion 
 
Attempting to time the market is, at best, difficult. 
I certainly know I can’t do it. What you can do, 
however, is to look at the present and attempt to 
determine where business is headed in the future. 
2013 will have its ups and downs, just like most 
years. There will undoubtedly be tension as 
Congress and the President move forward on the 
sequestering issue. If you stop now, and look out 
five years from now, the picture changes. You can 
see Europe having slow growth to stagnation. You 
can see China and parts of Asia turning inward, as 
their citizens demand better living standards, 
potentially creating political unrest. You can see 
emerging countries growing, thereby creating new 
markets for food and manufactured goods. You 
can see the U.S. no longer reliant on imported oil, 
especially from the Middle East. The relative cost 
of energy in the U.S. will be low. 
 
I believe the long-term outlook for the U.S. is very 
good. Investing in U.S. companies, as well as in 
foreign companies doing business in the U.S., will 
become very important. 
 
Ed Mallon 


